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The Statement of Financing
by J. Thomas Luter

The Statement of Financing and the Statement of
Budgetary Resources are two new financial
statements that must be prepared and audited by
Federal agencies per Office of Management and
Budget Bulletin 97-01, Form and Content of Agency
Financial Statements.* This special edition of FASAB
News is devoted entirely to the Statement of
Financing. It discusses the purpose, background, and
nature of the Statement and provides a more
comprehensive illustration of it than available
previously. It also discusses the major sections of the
Statement and provides illustrations of reporting for

selected transactions.

*Office of Management and Budget Bulletin 97-01, Form and Content of
Agency Financial Statements, prescribes six statements. The other fou r
include (1) the balance shee t and (2) three statements that contain the various
pieces of, and take the place of, the previously-required Statement o f
Operations and Changes in Net Position. The four statements have some new
aspects required.

Purpose of the Statement

The Statement of Financing provides information
on the total resources used by an agency--both those
received through the budget and those received
through other venues--during the reporting period. It
then explains how they were used in agency
operations to finance orders for goods and services
not yet delivered, to acquire assets and liabilities, and
to fund the entity’s net cost of operations (expenses
less exchange, or earned, revenues from providing

goods and services). Importantly, it also demonstrates
that an agency’s financial management systems can
generate budgetary data on resources and status of
resources and proprietary data on assets, liabilities,
and net position that are commensurate with each
other.

Background

The Statement of Financing was first discussed by
the Board in the spring of 1994. The first formal
presentation on the Statement of Financing outside
the Board was made to the Issues Resolution
Committee of the Standard General Ledger Board in
August 1994. Its structure has remained virtually
unchanged since that time.

Its genesis is set forth in Statement of Federal
Financial Accounting Standards 7 (SFFAS 7),
Accounting for Revenue and Other Financing
Sources. During the drafting of SFFAS 7, the
Statement of Financing was tested with live agency
data. The Federal Bureau of Investigation used
information from a program with $2.1 billion in
obligations and was able to reconcile its resources
and net cost of operations to within less than half of
one percent by its first presentation to FASAB. This
was done well before the formal guidance was
officially published.
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SFFAS 7 was issued on May 10, 1996 following
an extensive exposure period that included
respondents providing written and oral comments and
testifying at a public hearing. FASAB also issued an
accompanying illustrative guide to SFFAS 7 that
discussed and illustrated the Statement of Financing,
provided a case study, and included an entire chapter
of explanation and illustration of situations not covered
in the case study.

After SFFAS 7 was issued, Office of Management
and Budget Bulletin 97-01, which incorporates SFFAS
7 by reference, provided the nature, explanation, and
illustration of the Statement. Office of Management
and Budget Bulletin 97-01 also required agencies to
prepare and receive an audit on the Statement of
Financing beginning with financial statements
prepared for fiscal year 1998, which began October 1,
1997.

Subsequent to the issuance of SFFAS 7 and
Office and Management and Budget Bulletin 97-01,
the Standard General Ledger Board (SGL) published
crosswalks to the lines on the Statement of Financing
from U.S. Government SGL accounts (as illustrated in
those publications and at the SGL web site,
http://www.fms.treas.gov/uss gl/sglfy98.html)
common to all agencies. It also has provided a forum
for discussion of the Statement and how transactions
should be reported. Additionally, the Financial
Management Service, Department of the Treasury,
included seminars devoted exclusively to the
Statement of Financing in its 1995, 1996, and 1997
Annual Financial Management Conferences. The
1996 and 1997 conferences included two sessions—an
introductory and an advanced one—for interested
participants. Other organizations, such as the
Association of Government Accountants, have
presented information on the Statement of Financing
in forums they have conducted. Recently, the
Treasury Department’s Center for Applied Financial
Management has developed an intensive “hands-on”
workshop covering the Statements of Financing and

Budgetary Resources.?

2At this writing, the Center for Applied Financial Management is investigating
offering summer/fall sessions of the wo rkshop. For information, please call Ms.
Erika Mathis at (202) 874-9542.

This article was prepared to assist agencies in
locating all the training and literature available, and to
assist them in meeting the current requirements for
preparing the Statement of Financing.

Nature of the Statement

This article presents a possible format for the
Statement of Financing. Readers may note that, unlike
the other required statements where information must
be displayed by program, the Statement of Financing
need be prepared only for the reporting entity as a
whole. Of course, the entity may prepare the
Statement by program, if desired.

The illustration in this article is more
comprehensive than previous illustrations. It does not
change the requirements for the Statement, its nature
or purpose, or the theory and arithmetic that underlie
it. It contains subtotals not in prior illustrations;
consolidates some sections and enhances others; and
uses headings and line captions perhaps more
intuitively understood. This illustration, as well as prior
illustrations, are simply that, however—illustrations.
They provide examples of how the Statement might
appear, but agencies have flexibility to present
statements using other captions and lines as long as
they meet the authoritative requirements in SFFAS 7
and Office of Management and Budget Bulletin 97-01.
lllustrations in SFFAS 7 and its implementation guide
and in Office of Management and Budget Bulletin 97-
01, along with others agencies might find more
appropriate to their situations, provide additional
possibilities and are not superseded by the illustration
in this article.

The three sections to the Statement will be discussed
in detail. They are:

® Resources used to fund activities. This section
lists the resources, both budgetary and non-
budgetary, which were used by the reporting
entity.

® Resources used to fund items not part of the net
cost of operations. This section denotes resources
used to fund orders for goods and services not yet
delivered, to acquire assets or meet liabilities for
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the reporting entity, and to compensate for
adjustments in the computation of net resources
that do not affect net cost of operations. These
items do not fund expenses or generate exchange
revenue during the reporting period.

® Components of net cost of operations that do
not require or generate resources during the
reporting period. This section sets forth (a)
expenses that did not use resources during the
reporting period because resources were not
required or because they will be required in the
future and (b) exchange revenue that did not
result in the recognition of either budgetary or non-
budgetary resources.

By subtracting the second section from the first,
one obtains the resources used to fund the net cost of
operations. This does not equal the net cost of
operations because of the items in the third section,
the components of net cost of operations not involving
the use or generation of resources during the
reporting period. When the items in the third section
are added to the difference between the first two
sections, the result is the net cost of operations.

Budgetary resources are detailed in the Statement
of Budgetary Resources; non-budgetary resources are
detailed in the Statement of Changes in Net Position;
the net cost of operations is detailed in the Statement
of Net Costs. The computations, arithmetic, and
presentation of items in the Statement of Financing
demonstrate that the budgetary and proprietary
information in an agency’s financial management
system are commensurate. In addition to detailing the
nature and use of resources, the Statement of
Financing increases the reliance auditors and readers
of the financial statements may place on the system
and related controls.

Section 1: Resources Used
to Finance Activities

Nature of the First Section
An illustration of a possible construction for the

first section of the Statement of Financing— resources
used to finance activities—is shown on the following

page. It is designed to facilitate information on what
resources are used by an agency in its activities. The
activities relate, in part, to those evidenced by the net
cost of operations, which is defined as “expenses less
exchange revenues,” as defined in SFFAS 7,
Accounting for Revenue and Other Financing
Sources. They also relate to other purposes that do
not impact the net cost of operations, such as the
ordering of goods and services not received as of the
end of the reporting period and the acquisition of
assets during that period, neither of which is recorded
as expenses or exchange revenues.

For most agencies, the great bulk of their
resources comes through the budgetary process,
which provides authority in various forms, such as
appropriations, borrowings from the Treasury
Department, and collections from various sources, to
acquire goods and services or to provide benefits.
Some agencies also derive substantial resources from
processes outside the budget, such as through
donations of art and other properties by the public or
through forfeiture of assets from those engaged in
criminal activities. Whether substantial or not, many
agencies have some non-budgetary resources.

The remainder of this part of the article is divided
into a discussion of budgetary and non-budgetary
resources, as itemized in the illustration. Agencies
may have other resources than provided for in the
lines of this illustration, and may not have all the
transactions that are provided for. The lines are
numbered for convenience of reference.
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Resources used to finance activities:

Budgetary

1. Budgetary resources obligated for orders and delivery of goods and
services to be received or benefits to be provided to others XX

2. Less offsetting collections, recoveries of prior-year authority, and changes

in unfilled customer orders (xx)
3. Net budgetary resources used to finance activities [1 - 2] XX
Non-budgetary
4a. Property received from others without reimbursement XX
4b. Property given to others without reimbursement (xx)
5. Costs incurred by others for the entity without reimbursement XX
6. Other non-budgetary resources XX
7. Net non-budgetary resources used to finance activities [4a-4b+5+6] XX
8. TOTAL RESOURCES USED TO FINANCE ACTIVITIES [3 + 7] XX

Budgetary Resources

The entire section on budgetary resources is taken
from information provided on or for the Statement of
Budgetary Resources; no new information or
calculations are required to present that information
on the Statement of Financing. Though there is some
repetition of detail, the Board believes it is important to
show two of the key budgetary figures, termed "gross”
and "net obligations" for this article, on the Statement
of Financing.

The first section of the Statement of Budgetary
Resources lists all the resources available to the
agency through the budget process. This includes
appropriations, borrowing authority from Treasury or
other Federal financing entities, contract authority,
reimbursements for goods and services provided for
a fee, and other collections. It is not necessary to
expound on the intricacies of these resources, but
readers may refer to Office of Management and
Budget Circulars A-11, Instructions on Budget

Formulation and A-34, Instructions on Budget
Execution, for more information.

Line 1: Budgetary resources obligated for
orders and delivery of goods and servic es to be
received or benefits to be provided to others

The important point to note in considering this line,
which contains the gross amount of budgetary
resources used, is that the mere availability of
resources does not constitute their use in agency
activities. This is because some were not used during
the reporting period. To obtain the resources which
are used in agency activities, it is necessary to look to
the second part of the Statement of Budgetary
Resources, which shows “obligations” against the
resources. “Obligation” is a budgetary term which
means that goods and services to be received, or
benefits to be provided, have either (1) been ordered
by a reporting entity, but not yet received by the entity
or provided by the entity to others, or (2) have been
received or provided. (Benefits provided, as used
here, constitute goods, services, or money provided to
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the public or other Federal agencies through
entitlement, discretionary, or reimbursable programs.)
To the extent budgetary resources have been
“obligated” for these purposes, they have been “used”
to finance agency activities. The amount of resources
obligated, as shown on line 1 of the illustrative
Statement of Financing presented here, must equal
the amount reported for obligations on the Statement
of Budgetary Resources. This is the gross amount of
budgetary resources used to finance activities of the
reporting entity.

Agencies record transactions related to the
realization and obligation of budgetary resources and
should be using accounts provided by the U.S.
Government Standard General Ledger (SGL). The
SGL contains a section of crosswalks which shows the
accounts that track to items of information on the
statements of budgetary resources and of financing.
Particularly related to the first line in the illustrative
Statement of Financing here, the accounts which
comprise “obligations” are indicated in the crosswalks.

Line 2: Less offsetting collections, recoverie s
of prior-year authority, and changes in unfilled
customer orders.

The net cost of operations, to which total
resources are related on the Statement of Financing,
is computed by subtracting exchange revenue from
expenses. There is a partially corresponding concept
of “net obligated resources,” or “net obligations” (also
called “obligations, as adjusted”) in reporting on the
Statement of Budgetary Resources, a concept
governing the reporting of that information to the
Office of Management and Budget via its own forms
in more detail than prescribed for the Statement of
Budgetary Resources. The adjustments necessary to
reduce gross obligations, or gross obligated
resources, on line 1 of the illustration are placed on to
line 2, which is labeled for the primary components of
these adjustments: offsetting collections, recoveries of
authority, and changes in unfilled customer orders.
There are others, involving trust funds, which will not
be discussed here but which may be learned from
Office of Management and Budget Circular A-34.

The information on these adjustments is computed
in the third, or “outlays,” section of the Statement of
Budgetary Resources, which relates obligations to net
outlays (disbursements less receipts, as defined by
the Office of Management and Budget). Thus, we
have three “net” concepts in the set of Federal
financial statements: net cost of operations, net
obligations, and net outlays. Since net obligations are
related to net outlays on the Statement of Budgetary
Resources and to net cost of operations on the
Statement of Financing, it is important that the same
concept of “net obligations” be used on both. Hence,
the Board provided for that to be shown on what is
line 2 of the illustration. The amount shown there must
equal that same amount on the Statement of
Budgetary Resources. Again, the SGL provides
crosswalks from SGL accounts to financial
statements.

The first of the three basic adjustments, offsetting
collections, is simply an amalgamation of collections
from the public and Federal agencies for various
activities in which the reporting entity engages. The
Treasury Department may pay interest on uninvested
monies in certain programs; agencies may provide
services to each other and to the public for a fee;
repayments of principal and related interest from the
public may be collected; and so on. These collections
are defined in the Office of Management and Budget
criteria cited previously.

The second general item of adjustments is for
recoveries of prior-year authority. Transactions occur
all during the year, and agencies usually obligate
resources to order goods and services, or benefits to
be provided, in one year but do not receive the goods
and services, or provide the benefits, untl a
subsequent year. In some cases, the actual amount of
bills for the goods and services in a year turns out to
be less than the amount of the obligations placed
based on estimates when ordered in a preceding year.
In other cases, orders placed in a preceding year are
canceled before goods and services are received in
the current year. And there are still other instances of
such cross-year types of transactions. In these cases,
the prior-year authority is said to be “recovered.”
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The Office of Management and Budget requires
agencies to report prior-year recovery of authority as
a separate resource if it does not involve a collection
of money (a collection would result from a refund of an
overpayment made in a prior year and received in a
subsequent reporting year, which would be part of the
adjustment for collections discussed previously).
When relating obligations to net outlays, the
recoveries of authority provide no money, but rather
reduce prior-year obligations and may themselves be
obligated. Hence, to reduce prior-year obligations and
avoid double-counting, they must be subtracted in the
arithmetic to determine outlays. Because the Board
has established that the Statement of Financing must
use the same methodology to obtain net obligations,
even though it will be related there to the net cost of
operations rather than to net outlays, the recoveries
also must be a part of line 2 on the illustrative
Statement of Financing.

Assume, for example, that at the end of Year 1
there were $100 of undelivered orders submitted to a
vendor without an advance. Assume further that the
undelivered orders were canceled in Year 2 before
anything was received and that $80 was reobligated
and paid for. Thus, obligations are $180 ($100 in Year
1 and $80 in Year 2), and outlays are $80 for the two
years. The reconciling factor is the $100 of recovered
authority, which must be subtracted from obligations
to yield the correct amount of outlays.

Finally, the change in unfilled customer orders is
a third component in the computation of net
obligations. Unfilled customer orders are orders from
Federal and non-federal entities or people to provide
goods or service. The Federal Bureau of Investigation
provides fingerprint checks for state and local
authorities for a fee; the General Accounting Office
provides administrative contracting, payroll, and other
services to FASAB for a fee; and the Government
Printing Office provides publications to both Federal
and non-federal requesters based on selling prices of
the publications, for example. The Office of
Management and Budget provides that orders for
these services be considered budgetary resources at
the time of the order (there are certain requirements
for such orders from the public to be accompanied by
an advance; this does not affect the point made here).

Because collections also are a resource, it is
necessary to subtract the change in unfilled customer
orders from the beginning to the end of the reporting
period to avoid a double-counting when relating net
obligations to net outlays. Assume, for example, a
simple situation in which $100 of customer orders
were received during the year and that $95 was
collected of that amount. Obligations of $100 were
placed against the orders (unobligated customer
orders at year-end would either expire and require
new authority by the ordering entity to fill or have to be
reauthorized using existing authority by the ordering
entity in the next year). Based solely on this
information, resources reported at year-end would be
$100 ($95 in collections and $5 in unfilled customer
orders), and net outlays would be zero ($95 in
payments less $95 in collections).

Under the formula we have learned, the $100 of
obligations would be reduced by the $95 in collections
in relating obligations to net outlays. However, the net
outlays were zero, and including only collections in the
computations would vyield $5. To explain this
difference, the change in unfilled customer orders, in
this case an increase of $5, must be taken into
account. It also must be subtracted in the
computation. Hence, it is included on the Statement of
Budgetary Resources and also on line 2 of the
illustrative Statement of Financing.

Readers may note that the relationship between
obligations and net outlays is not necessarily the
same as the relationship between obligations and net
cost of operations. This will cause certain further
adjustments, discussed later, to be made in another
section of the Statement of Financing.

Line 3: Net budgetary resources used to
finance activities

When the adjustment items on line 2 are
subtracted from the gross obligated resources on line
1, line 3--net budgetary resources used to finance
activities--is obtained. This must be the same amount
as for that figure on the Statement of Budgetary
Resources.




Special Edition 1, Aug. 1998 -- UPDATED 3/99

FASAB News

Nonbudgetary Resources

Agencies often will have resources financing their
activities not provided through the budget process.
These are described, line by line, in this section. They
should appear on the Statement of Changes in Net
Position and the Statement of Financing.

Line 4a: Property received from others without
reimbursement

This line is used to report non-cash items of
property that are donated or forfeited by the public or
transferred in from other Federal entities without
charge to the reporting entity. This would include non-
cash bequests to the entity, forfeiture of non-cash
assets seized from criminal activities, or equipment or
other property received free of charge from another
Federal entity that no longer needed it. Note that
receipt of cash would be included in budgetary
resources under Office of Management and Budget
budget guidelines.

If it is significant to agencies, the sources of
property could be detailed on the face of the
Statement of Financing or in notes. That the
illustration provides only one line should not be taken
as an authoritative restriction on the presentation of
information. Regardless of the amount of detall
reported, the total amount shown for non-cash items
donated and transferred in without reimbursement
must equal the amount of non-cash donations
revenue and transfers-in included on the Statement of
Changes in Net Position.

Line 4b: Property given to others withou t
reimbursement

Just as agencies may receive non-cash items of
property without having to pay for them, so too may
they transfer their own non-cash items to others
without being reimbursed from those others. Such
“transfers-out” are subtracted, because they reduce
resources available to finance agency activities. As
with line 4a, the amount of detail provided on the
source and nature of the transfers-out rests with the
reporting entity.

Additionally, agencies may find that the amounts
on lines 4a or 4b are not material enough to warrant
separate lines. If so, the two lines could be netted to
provide a single figure. The two lines also could be
shown separately, as was done in the example, and a
subtotal with the net figure provided as well.

Line 5: Costs incurred by others withou t
reimbursement

SFFAS 7 and SFFAS 4, Cost Accounting, require
that agencies recognize in their expenses costs that
are absorbed by other entities at no charge to the
reporting entity. In other words, the reporting entity’s
activities are being subsidized. The absorption of the
cost by the entity doing so is an “imputed financing
source” to the benefitting (reporting) entity in the
terminology of SFFAS 7, and is thus a resource to the
reporting entity.

There are two basic sources of imputed costs and
related financing sources. One is government-wide,
and one of the best examples of that is in the amount
of retirement costs the Government incurs. Agencies
contribute amounts specified in legislation to Federal
retirement funds, but the actual cost of those
retirement funds is greater than both the agency
contribution and any employee contribution combined.
The administering agency, the U.S. Office of
Personnel Management in most cases, must obtain
monies from the general fund of the Treasury to
finance the full cost of retirement. The additional share
that is being obtained from the general fund is a
subsidy to the reporting entity, which would have had
to pay its portion of it had the general fund not done
so. This subsidy must be recognized as an expense
on the Statement of Net Cost and as an imputed
financing source on the Statement of Financing.

The other basic source of imputed financing is
“agency-specific” and occurs when one agency does
something for another agency and does not charge
the receiving agency for the full cost of providing the
good or service involved. To the extent that the
providing agency has thus subsidized the receiving
agency, the receiving agency must report the amount
of the subsidy as an expense on its Statement of Net
Cost and as an imputed financing source on its
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Statement of Financing. This *“agency-specific”
situation can be difficult to determine, and SFFAS 4
has rules for when it is considered to have occurred
and must be reported. Suffice it to say here that when
it must be reported, the financing source is shown as
a non-budgetary resource on the Statement of
Financing.

Although only one line is shown for these imputed
financing sources, agencies may provide as much
detail in the body of the Statement of Financing or in
notes as they may deem appropriate.

Line 6: Other non-budgetary resources

It is prudent to provide one or more “other” lines in
illustrations to provide for situations that specific lines
do not contemplate. Although the common types of
non-budgetary resources have been provided for by
specific lines, some agencies may have still more non-
budgetary resources. They would be set forth and
detailed as the agencies believed appropriate.
Additionally, if something on a specific line or set of
lines was not material, it might appropriately be
classified as “other.” For example, if property received
from and given to others without reimbursement was
not material, it might just appear as “other
nonbudgetary resources” on the Statement of
Financing.

Line 7: Net non-budgetary resources used t o
finance activities

Line 7 is simply an arithmetic computation
combining lines 4a, 4b, 5, and 6. Because some lines
may be subtraction items, the caption for line 7 in the
illustration includes the word “net.” If all items in the
section for non-budgetary resources served to
increase non-budgetary resources, the word “net”
might be replaced with “total,” and some agencies
may decide to use the word total regardless. These
are not matters of standards; rather they are matters
of preference, and the illustration shown should not be
interpreted otherwise.

Section Total

The total of the net budgetary resources on line 3
of the illustration and of the net non-budgetary
resources on line 7 are combined to yield the total
resources used to finance activities. The word “net”
could be substituted for “total” without harm to the
presentation. Again, those sorts of decisions are
matters of preference rather than of standards.

Section 2: Resources Used to Fund Items Other
Than the Net Cost of Operations

Nature of the Second Section

An illustration of a possible construction for the
second section of the Statement of Financing is
shown on the following page. It is designed to
facilitate information on the extent to which resources
set forth in the first section were not used to finance
expenses or produce exchange revenue. The section
also allows for corrections related to adjustments on
line 2 of the illustration to compute net resources
obligated to finance activities that do not affect the net
cost of operations. These items were discussed earlier
in this article.

Some resources clearly finance expenses. For
example, an obligation placed for cleaning services
received in the period relates to an expense for the
service. The obligation would be reflected on line 1 of
the Statement of Financing illustrated in this article,
and also would appear in the net cost of operations.
Hence, no reconciliation between the two is required.
Similarly, some collections clearly generate exchange
revenue. A collection of fees for sales of Government
publications during the reporting period relates to an
exchange revenue for the sale. The collection would
be subtracted from obligations on line 2 of the
Statement of Financing illustrated, and also would be
subtracted in the computation of net cost of
operations. Again, no reconciliation between the two
is required. And a bequest of property from the public
that is of too small a value to capitalize would be
reflected as a non-budgetary resource and as an
expense, again requiring no reconciliation.
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Relationship of total resources to the net cost of operations:
Deduct Resources used to fund items not part of the net cost of operations:
9. Increase or (decrease) in budgetary resources obligated to order goods
and services not yet received or benefits not yet provided XX
10. Budgetary offsetting collections that do not increase exchange revenue
or decrease expenses:
10a. Decrease or (increase) in revenue collected in advance XX
10b. Collections that decrease assets unrelated to exchange revenue (xx)
10c. Credit program collections that increase liabilities for loan
guarantees or allowances for subsidy (xx)
10d. Other XX
11. Adjustments other than collections made to compute net budgetary
resources that do not affect net cost of operations
11la. Recoveries of prior-year authority (xx)
11b. Decrease or (increase) in unfilled customer orders XX
11c. Other XX
12. Resources that fund expenses recognized in prior periods XX
13. Resources that finance the acquisition of assets or liquidation
of liabilities XX
14. Other resources used to fund items not part of the net cost of operations  +xx
15. TOTAL RESOURCES USED TO FUND ITEMS NOT PART OF THE
NET COST OF OPERATIONS XX
[(#9+10a-10b-10c+10d-11a+11b+11c+12+13+14)]
16. RESOURCES USED TO FINANCE THE NET COST OF OPERATIONS XX
[8 £ 15]

However, not all budgetary resources, adjustments
to budgetary resources to yield net budgetary
resources, or non-budgetary resources finance
expenses or result in exchange revenue. The second
section of the Statement addresses where there is a
difference--where the resources are used to fund
items not part of the net cost of operations.

The remainder of this article discusses those
instances line by line. Agencies may have other
situations than provided for in the lines of this

illustration, and may not have all the transactions that
are provided for. The lines are numbered for
convenience of reference.

Line 9: Increase or (decrease) in budgetar y
resources obligated to order goods and
services not yet received or benefits not ye t
provided

Sometimes goods and services to be received, or
benefits to be provided, are ordered but have not
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been received or provided as of the end of the
reporting period. These items, called “undelivered
orders,” are included in obligated resources on line 1
of the Statement of Financing. However, there has
been no recognition of expenses—or any other
proprietary item,—because nothing has been received.
The mere ordering of something does not trigger the
recording of an asset or an expense. Rather, some
good or service has to have actually been received or
provided. Line 9 is used to record the subtraction
required to properly relate obligated resources on line
1 with the net cost of operations.

Assume, for example, that appropriations were
obligated in the amount of $100 for new staplers for
an office (small amounts will be used for illustration
throughout the article, and are to be considered
material), but the staplers, which will be expensed on
receipt, were not received as of the end of the
reporting period. In that case, resources obligated on
line 1 amount to $100, as obligations includes orders
for, as well as receipt of, goods and services. Because
nothing has been received, net cost of operations
related to the transaction is zero. Accordingly, $100,
representing the change in undelivered orders, must
be entered on line 9 and will be subtracted to yield
zero for net cost of operations.

Then, assume that in the next year, the staplers
are received. Upon receipt, an expense of $100 is
recognized, and the net cost of operations for the
transaction is $100. No additional resources were
obligated; rather, only the form of the obligation, from
undelivered orders to “delivered” orders (called
“expended authority” in budgetary jargon), was
changed. Thus, in that next year, obligated resources
are zero, but net cost of operations is $100. The
explanation is once again the change in undelivered
orders. Because undelivered orders decreased by
$100 this time, a negative amount is placed on line 9.
As the arithmetic for the total of the second section of
the Statement requires it to be subtracted, the
negative $100 amount on line 9 becomes a positive
amount [-(-100) = +100)]. Resources obligated on line
1 would be zero; the amount on line 9 would translate
to an addition of $100; and the sum of the zero +
$100 would be the $100 of net cost of operations.

Line 10: Budgetary offsetting collections tha t
do not increase exchange r evenue or decrease
expenses

Some collections that are part of line 2 of the
Statement of Financing do not affect the net cost of
operations. This is because they do not result in
exchange revenue being recognized or expenses
being reduced. Four line items are provided in the
illustration used for this article. These are discussed in
the following subsections.

Line 10a: Decrease or (increase) in revenu e
collected in advance

In some cases, monies are collected for services
to be performed in the future. When this occurs,
obligated resources are decreased by the collections
on line 2, but no exchange revenue is recognized,
because no service has been performed. Thus, the
collection does not affect net cost of operations.

Assume, for example, that $10 was collected at
the end of Year 1 for service to be performed in Year
2. Assume that in Year 2, $100 was collected, which
included $8 for services not yet performed at the end
of Year 2. In this case, for Year 1 adjustments to
obligated resources would be $10 on line 2, and line
3, reporting net obligated resources, would be -$10,
as would line 8, which is the total of both budgetary
and non-budgetary resources. Net cost of operations
would be zero, because no service was performed.
The explanation of the difference between the -$10
and zero is provided by line 10a, which provides for
increases in revenue collected in advance to be
subtracted on the line. Since the section under which
the line falls is subtracted in the arithmetic, the -$10
becomes added on line 15, which is the total line for
the section [-(-10) = + 10], and the sum of the -$10 on
line 8 and the +$10 on line 15 cancel to zero.

In the second year, $102 of exchange revenue
would have been recognized ($10 + $100 - $8), but
collections were only $100. Lines 3 and 8 of the
Statement of Financing would thus be -$100, but the
net cost of operations would be -$102. The
explanation is once again provided by the change in
revenues collected in advance. This time the amount

10



Special Edition 1, Aug. 1998 -- UPDATED 3/99

FASAB News

decreased $2, from $10 to $8. This would appear as
$2 on line 10a and -$2 on line 15. The sum of the -
$100 on line 8 and the -$2 on line 15 would equal the
net cost of operations, $-102.

Care must be taken to avoid double-counting the
change in revenue collected in advance and the
change in unfilled customer orders. In the adjustment
to determine net resources obligated, which is
reported on line 2 of the Statement of Financing,
unfilled customer orders is a separate component
from offsetting collections, and the illustrative
statement in this article provides for that component to
be adjusted on line 11b, discussed later. Note,
however, that unfiled customer orders can be
received with or without advances, and the amount
with advances would generally constitute revenue
collected in advance. The change in unfilled customer
orders with advance cannot be entered both on line
10a and line 11b, or the adjustment would be counted
twice and the relationship between resources and net
cost of operations would not be properly explained.

It is the intent of this illustration to use line 10a
only for revenue collected in advance that is not
recognized in budgetary accounting as unfilled
customer orders and to include both unfilled customer
orders with and without advances on line 11b.
Agencies could, if they wished, include the change in
revenue received in advance from unfilled customer
orders on line 10a and include on line 11b only
unfilled customer orders without advances. In that
case, the heading for line 10, which indicates
"offsetting collections,” would need to be modified to
include untilled customer orders with advances.

Line 10b: Collections that decrease asset s
unrelated to exchange revenue

This line is to record the collection of receivables
that did not result in exchange revenue when accrued.
A common situation here would be the collection of
principal on direct loans made or guaranteed loans
assumed for direct collection. Assume that in a
reporting period, $100 of loan principal was collected.
Collections on line 2 of the Statement of Financing
would be -$100, and net budgetary resources
obligated on line 3 and total resources on line 8 would

be -$100. However, net cost of operations is
unaffected, because the loans are unrelated to
exchange revenue. The explanation of the difference
between the -$100 of obligated resources and zero
net cost of operations is the collection of assets
unrelated to exchange revenue. The collection would
be reported as -$100 on line 10b and +$100 on line
15, and the sum of the -$100 on line 8 and + $100 on
line 15 would equal the zero net cost of operations.

Line 10c: Credit program collections tha't
increase liabilities for loan guarantees or
allowances for subsidy

This line refers only to credit program direct loans
and loan guarantees obligated on or after October 1,
1991,when the Credit Reform Act of 1990 (P.L. 101-
508) went into effect. SFFAS 2, Accounting for Direct
Loans and Loan Guarantees provided accounting to
implement the law in which collections of certain fees
and other items that would be recorded as exchange
revenues for direct loans and loan guarantees
obligated before that time are recorded as increases
to related loan guarantee liabilities (for loan
guarantees) or to the allowance for subsidy (for direct
loans and guaranteed loans assumed for direct
collection). To the extent that collections result in
increases to either of these accounts, the collections
do not affect the net cost of operations.

Assume that $100 was collected during the
reporting period for fees related to a loan guarantee
program. This would be reported as -$100 on lines 2,
3, and 8 of the Statement of Financing. Net cost of
operations is unaffected. The explanation for the
difference is provided by the collection of fees that
increased the loan guarantee liability. Accordingly, line
10c would show -$100 and line 15 +$100. The -$100
on line 8 combined with the +$100 on line 15 would
yield the zero net cost of operations.

Line 10d: Other collections not affecting ne t
cost of operations

It is prudent to provide one or more “other” lines in
illustrations to provide for situations that specific lines
do not contemplate. Although the common types of
collections not affecting net cost of operations have
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been provided for by specific lines, some agencies
may have still more scenarios. They would be set forth
and detailed as the agencies believed appropriate.
Additionally, if something on a specific line or set of
lines was not material, it might appropriately be
classified as “other” instead of having a separate
descriptive line. And further, agencies could of course
provide a subtotal for the items shown on sub-lines
under 10 in the illustration if they wished.

Line 11: Adjustments other than collection s
made to compute net bud getary resources that
do not affect net cost of operations

Recall from prior discussion that FASAB chose to
make the same adjustments on line 2 to reduce gross
resources obligated to net resources obligated as was
made to adjust gross obligations on the Statement of
Budgetary Resources to net obligations so that there
would not be a separate definition for net obligations
for both statements. This was to facilitate the
explanation of the relation between gross obligations
and net outlays (disbursements minus receipts, as
defined by the Office of Management and Budget), as
explained in prior discussion but the Statement of
Financing explains the relationship of gross resources
obligated (which is the same as obligations) to the net
cost of operations (expenses less exchange
revenues).

The amount of line 2 on the Statement of
Financing related to collections is applicable both to
net outlays and net cost of operations, except for the
items under line 10, which were just discussed.
However, the amounts related to recoveries of prior-
year authority and changes in unfilled customer
orders, which were explained in previous discussion,
are not. Accordingly, it is necessary to “cancel” the
effects of those adjustments in order to provide a
proper relation of total resources to net cost of
operations.

Assume, for example, a simple situation in which
obligations were $100, and all were for items that
were expensed in the period. Then assume that there
had been $5 in recoveries of prior-year authority. The
$100 would appear on line 1, and the $5 would be
subtracted from it on line 2, yielding $95 on both lines

3 and 8. But the net cost of operations was $100.
Using the same definition for net obligations (net
resources obligated) on both the statements of
budgetary resources and financing caused this
anomaly. Accordingly, the effect of the $5 adjustment
on line 2 must be reversed, and in the illustration, line
11a provides for this.

The rationale for line 11b is the same, except that
the item to be reversed is the effect of the change in
unfilled customer orders. As discussed in the narrative
for line 10a, care must be taken not to double-count
the change in unfilled customer orders by including
unfilled customer orders with advances both as
revenue received in advance on line 10a and unfilled
customer orders on line 11b. It is the intent for the
Statement of Financing illustrated for this article to
include the change in all unfilled customer orders,
whether with advances or not, in line 11b. However,
agencies may wish to include revenue received in
advance for items that are classified as unfilled
customer orders in budgetary accounting on line 10a,
in which case 11b would contain only the change in
unfilled customer orders without advances.

Line 11c, “other,” is supplied for some similar
situation not contemplated on line 11a or 11b. As with
other lines that have sub-lines, a subtotal for lines
11a, b, and c could be provided if the reporting entity
wished.

Line 12: Resources that
recognized in prior periods

fund expenses

In some cases, expenses are recognized in one
year, but the resources are not provided until the
following year. Lines for the recognition of expenses
are provided in the third section of the Statement of
Financing and will discussed later in this article. Line
12 is for the provision of the resources in the following
year.

Assume that a $10 expense for an upward re-
estimate of subsidy under a credit program was
recognized in Year 1. Under the Credit Reform Act
alluded to earlier, the funding for that expense will not
be made available until Year 2. In Year 2, resources
obligated to finance activities will be $10, but since the
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expense was recognized in year 1, the net cost of
operations will be zero. Lines 1, 3, and 8 will be $10.
The reconciling factor is the $10 for resources funding
expenses recognized in prior periods. This is shown
as $10 on line 12 and -$10 on line 15. The sum of
lines 8, +$10, and line 15, -$10, combine to yield the
zero net cost of operations.

Line 13: Resources that finance the acquisition
of assets or liquidation of liabilities

When agencies acquire assets, either budgetary
or non-budgetary resources are used. Budgetary
resources may be obligated for the acquisition of
equipment, for example, or a transfer-in of the
equipment from another Federal entity without
reimbursement or a donation from the public might be
the financing source. Although resources are used,
there is no effect on the net cost of operations,
because the acquisition of property does not result in
an expense or exchange revenue.

Assume, for example, that an agency obligated
budgetary resources to acquire $100 of equipment. In
that case, lines 1, 3, and 8 of the Statement of
Financing would be $100, but the net cost of
operations would be zero. The factor that explains the
difference is the use of the resources to acquire
assets. The $100 would appear as a positive amount
on line 13 and a negative amount on line 15. The
$100 on line 8 plus the -$100 on line 15 would sum to
the zero net cost of operations.

In addition, the opposite situation described for line
10c could occur. As explained for that line, certain
credit program collections that increase loan
guarantee liabilities or allowances for subsidy do not
affect the net cost of operations and are a
reconciliation factor on line 10c. Similarly, certain
obligations of resources may be made that decrease
loan guarantee liabilities or allowances for subsidy
and also do not affect net cost of operations.

Assume, for example, that a Federal credit agency
uses budgetary resources to pay third-party lenders
money in order to buy down interest rates for a target
group of people. Under SFFAS 2, that transaction
decreases the loan guarantee liability rather than

being recognized as an expense. Hence, if the buy-
down cost $100, then lines 1, 3, and 8 of the
Statement of Financing would be $100 and net cost of
operations